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Audit  Number  01083 


Trent  Rhorer,  Executive  Director 
Department  of  Human  Services 
170  Otis  Street 
San  Francisco,  CA  94103 

Dear  Mr.  Rhorer: 

The  Controller's  Audits  Division  presents  its  report  on  the  review  of  the  contract 
expenditures  for  fiscal  year  2001-02  by  Sojourner  Truth  Foster  Family  Service  Agency, 
Inc.  (agency),  a  nonprofit  corporation.  Until  June  30,  2002,  the  agency  received  funding 
from  the  Department  of  Human  Services  (Human  Services)  of  the  City  and  County  of  San 
Francisco  (City)  to  operate  the  Sojourner  Truth  Family  Resource  Center  (center).  The 
center  provided  parenting  workshops,  support  groups  for  parents,  youth,  and  single  adults, 
crisis  intervention  counseling  and  referral,  and  case  management  for  foster  children  and 
their  families.  These  services  were  intended  to  strengthen,  support,  and  preserve  families. 

Our  review,  conducted  at  the  request  of  Human  Services,  concluded  that  the  agency 
overbilled  Human  Services  for  salaries  and  benefits  during  fiscal  year  2001-02  by 
approximately  $34,800.  The  audit  also  revealed  that  the  agency  did  not  pay  vendors  and 
taxing  authorities  on  time.  Further,  the  agency  failed  to  maintain  the  liability  insurance  that 
its  contract  required  to  protect  the  City  and  County  of  San  Francisco  as  well  as  the  center  if 
lawsuits  related  to  the  center's  operations  occur. 

The  agency's  response  appears  at  the  end  of  this  report.  The  Controller's  Audits  Division 
will  be  working  with  Human  Services  to  follow  up  on  the  status  of  this  report's 
recommendations. 

Respectfully  submitted, 
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INTRODUCTION 


BACKGROUND 

Established  in  1990,  Sojourner  Truth  Foster  Family  Service 
Agency,  Inc.  (agency),  is  a  nonprofit  public  benefit 
corporation  that  receives  funds  from  the  California 
Department  of  Social  Services  through  the  Department  of  Human 
Services  (Human  Services)  of  the  City  and  County  of  San 
Francisco  (City)  and  through  other  counties.  The  agency's  mission 
is  to  recruit,  train,  and  supervise  foster  families  and  to  support, 
preserve,  and  strengthen  families  to  provide  the  African- American 
community's  most  vulnerable  children  with  the  very  best  care  in  a 
culturally  appropriate  and  caring  environment. 

From  September  1 999  to  June  2002,  the  agency  had  a  contract  with 
Human  Services  to  operate  the  Family  Resource  Center  (center),  a 
program  that  serves  San  Francisco's  African- American  community 
by  offering  parenting  workshops,  support  groups  for  parents, 
youth,  and  single  adults,  crisis  intervention  counseling  and  referral, 
and  case  management  for  foster  children  and  their  families.  The 
center  also  receives  financial  support  from  a  smaller  contract  that 
the  City's  Department  of  Public  Health  (Public  Health) 
administers.  That  contract  funds  the  center's  efforts  to  educate  the 
Bayview/Hunters  Point  community  about  preventive  health  and  to 
improve  access  to  health  services. 

Because  staff  in  the  contracts  division  of  Human  Services  had 
concerns  about  the  agency's  fiscal  management  of  the  center, 
Human  Services  did  not  renew  the  agency's  contract  for  fiscal  year 
2002-03.  A  different  nonprofit  agency,  Young  Community 
Developers,  began  operating  the  center  on  July  1,  2002. 
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SCOPE  AND  METHODOLOGY 


Human  Services  asked  us  to  review  contract  expenditures  by  the 
agency  because  its  contracts  staff  discovered  that  the  agency  was 
billing  the  City  for  budgeted  expenses  rather  than  actual  expenses. 

To  analyze  the  agency's  contract  expenditures  for  fiscal  year 
2001-02,  we  examined  the  agency's  financial  records,  including  a 
sample  of  the  invoices  that  the  agency  submitted  to  Human 
Services.  We  evaluated  whether  proper  documentation 
accompanied  the  agency's  invoices  requesting  payments  and 
whether  these  invoices  corresponded  to  expenses  that  the  agency 
actually  incurred  and  that  the  City  paid.  To  assess  whether  the 
agency  paid  its  obligations  to  vendors  and  to  its  own  employees, 
we  reviewed  the  agency's  bank  statements  and  cancelled  checks. 
We  traced  transactions  through  the  agency's  accounting  records  to 
ensure  that  agency  staff  recorded  expenses  correctly.  Further,  we 
examined  payroll  records  to  assess  whether  the  agency  recorded 
and  billed  properly  the  wages  and  benefits  of  the  center's 
employees. 

In  evaluating  the  agency's  fiscal  management  of  the  center,  we 
also  reviewed  the  monitoring  reports  written  by  Human  Services 
contracts  staff  each  time  they  visited  the  agency.  We  interviewed 
the  agency's  staff  and  accountant  to  gain  an  understanding  of  the 
agency's  financial  procedures. 


AUDIT  RESULTS 


THE  SOJOURNER  TRUTH  FOSTER  FAMILY 
SERVICE  AGENCY  OVERBILLED  THE  CITY  FOR 
WAGES  AND  BENEFITS 

When  we  reviewed  the  fiscal  year  2001-02  financial 
records  of  Sojourner  Truth  Foster  Family  Service 
Agency,  Inc.,  we  found  that  the  agency  had  billed  the 
Department  of  Human  Services  (Human  Services)  of  the  City  and 
County  of  San  Francisco  (City)  for  thousands  of  dollars  that  the 
agency  had  already  charged  the  City's  Department  of  Public 
Health.  Specifically,  the  agency  invoiced  both  Human  Services  and 
Public  Health  for  approximately  $34,800  in  wages  and  benefits  for 
the  agency  employees  who  worked  at  the  center. 

The  agency's  accountant  told  us  that  she  erroneously  billed  both 
departments  for  the  center's  expenditures  because  agency  staff 
used  identical  account  numbers  when  entering  in  the  agency's 
accounting  records  the  expenditures  funded  by  Public  Health  and 
those  funded  by  Human  Services.  The  accountant  also  said  that  the 
agency  billed  the  Public  Health  contract  each  month  in  increments 
equal  to  one-twelfth  of  the  total  contract  budget.  According  to  the 
executive  director  and  the  accountant,  several  years  ago  Human 
Services  staff  had  instructed  them  to  bill  a  flat  one-twelfth  of  the 
contract  on  each  invoice.  However,  this  method  of  billing  could 
allow  recovery  of  contract  funds  not  actually  spent.  Moreover, 
according  to  the  accountant,  the  agency  did  not  compare  the  actual 
expenditures  funded  by  each  contract  to  the  expenditures  that  the 
agency  had  invoiced.  The  agency  does  not  have  in  place 
accounting  controls  that  could  detect  double  billing,  and  without 
our  contract  review,  the  agency  would  have  received  more  money 
than  it  has  earned.  After  we  completed  our  fieldwork,  Human 
Services  deducted  from  the  City's  final  payment  to  the  agency  the 
wages  and  benefits  for  which  the  agency  had  billed  twice. 
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THE  AGENCY  FAILED  TO  PAY  FINANCIAL 
OBLIGATIONS  ON  TIME 

Not  only  did  the  agency  submit  the  same  bills  to  two  city 
departments,  but  it  also  failed  to  pay  vendors  for  some  operating 
expenses.  In  addition,  it  did  not  meet  deadlines  for  submitting 
payroll  taxes  withheld  from  employee  paychecks  and  employer 
social  security  taxes.  Our  review  revealed  that  the  agency  had 
chronic  difficulties  maintaining  sufficient  funds  in  its  bank 
account.  We  did  not  perform  a  full  financial  audit  of  the  agency 
and  therefore  did  not  determine  the  cause  of  the  agency's  cash 
flow  problems,  which  were  ongoing  as  of  the  beginning  of  the 
period  under  review. 

Insufficient  Funds  Prevented  the  Agency  From 
Paying  Vendors 

On  the  agency's  May  and  June  2002  invoices  to  Human  Services, 
the  agency  billed  Human  Services  for  telephone  and  utility  fees 
related  to  operating  the  center.  However,  the  agency's  accountant 
showed  us  in  November  2002  that  the  agency  had  a  file  of  several 
unsent  checks  for  telephone  and  utility  fees.  According  to  the 
accountant,  the  agency  had  not  mailed  the  checks  because  its  bank 
account  lacked  sufficient  funds  to  cover  them.  The  agency 
accountant  also  mentioned  that  she  had  not  cashed  the  checks  paid 
to  her  for  accounting  services  for  April  through  June  2002  because 
the  agency's  account  had  insufficient  cash.  Moreover,  in  our 
review  of  the  agency's  invoices,  bank  statements,  and  outstanding 
checks  for  May  and  June  2002,  we  found  that  the  agency  issued  41 
checks  to  vendors  that  were  outstanding  for  at  least  two  months. 
The  agency's  bank  statements  also  indicated  that  the  bank  had 
returned  many  of  the  agency's  checks  because  of  insufficient 
funds.  According  to  the  executive  director,  the  agency  had  cash 
flow  problems  dating  from  the  inception  of  the  contract,  which  had 
always  been  inadequately  funded.  She  said,  in  addition,  Human 
Services  required  the  agency  to  add  program  components  such  as 
domestic  violence  and  parenting  classes  without  increasing  the 
funding  to  pay  for  such  enhancements. 

When  the  agency  is  late  in  paying  its  financial  obligations,  it  puts 
both  its  programs  and  clients  at  risk.  At  some  point,  vendors  who 
have  not  received  payment  may  no  longer  sell  essential  goods  and 
services  to  the  agency  and  banks  may  charge  overdraft  fees. 
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The  Agency  Failed  to  Meet  Deadlines  for  Submitting 
Payroll  and  Social  Security  Taxes 

In  addition  to  delaying  vendor  payments,  the  agency  did  not  pay 
taxing  authorities  the  payroll  taxes  withheld  from  employee 
paychecks  or  the  employer  share  of  social  security  taxes  for  the 
first  six  months  of  calendar  year  2002.  As  of  June  30,  2002,  the 
agency  had  not  paid  a  total  of  $30,808  in  2002  payroll  taxes  for 
wages  charged  to  the  City's  Family  Resource  Center  contract.  For 
all  of  its  employees,  the  agency  had  not  paid  a  total  of  $79,432  in 
2002  federal  payroll  taxes  as  of  June  30,  2002.  Our  review  did  not 
determine  whether  the  agency  had  paid  all  obligations  for  payroll 
taxes  from  prior  periods. 

According  to  the  agency's  executive  director,  the  reason  that  the 
agency  does  not  have  sufficient  cash  to  pay  its  bills  on  time  is  that 
in  2001,  the  Internal  Revenue  Service  (IRS)  started  applying  past 
interest  and  penalties  to  the  agency's  current  payments  of  payroll 
taxes.  The  IRS  had  assessed  interest  and  penalties  on  the  agency's 
late  payments  of  payroll  taxes  in  prior  years.  Therefore,  the 
agency's  payments  for  payroll  taxes  have  not  eliminated  the 
ongoing  liability,  and  it  uses  operating  cash  that  the  agency  does 
not  have.  In  fact,  on  May  14,  2002,  the  IRS  deducted  $18,860  from 
the  agency's  bank  account.  On  June  3,  2002,  the  IRS  placed  a  levy 
against  the  agency's  assets  for  unpaid  payroll  taxes  from  2001.  The 
IRS  lifted  the  levy  on  July  29,  2002,  after  the  agency's  executive 
director  paid  $98,071. 

The  agency  filed  suit  on  June  24,  2002,  to  stop  the  federal 
government  and  the  Commissioner  of  Internal  Revenue  from 
collecting  past  due  payroll  taxes. 


SOJOURNER  TRUTH  DID  NOT  HAVE  LIABILITY 
INSURANCE  COVERAGE  FOR  THE  LAST  FOUR 
MONTHS  OF  THE  CONTRACT  TERM 


According  to  an  agent  at  the  insurance  firm  that  arranges  for  the 
agency's  insurance  coverage,  the  commercial,  professional,  and 
automobile  liability  policies  for  the  agency  ended  in  February  2002 
and  were  not  renewed  until  August  2002.  The  insurance  agent  also 
stated  that  the  agency  did  not  have  workers'  compensation 
insurance  between  January  15,  2002,  and  September  12,  2002. 
The  agency's  contract  with  Human  Services  requires  that  the 
agency  obtain  and  keep  in  force  general  liability,  automobile 
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liability,  and  workers'  compensation  insurance  with  a  stated 
minimum  amount  of  coverage.  The  insurance  provision  of  the 
contract  also  requires  that  the  agency  name  on  its  liability  policies 
the  City  as  insured  to  protect  the  resources  of  the  City  in  case  the 
agency  is  sued  in  connection  with  the  program  funded  by  the 
Human  Services  contract.  These  lapses  put  the  City  at  risk  of 
having  to  pay  claims  made  against  the  agency  in  connection  with 
the  operations  of  the  center  during  the  months  that  the  agency  was 
not  insured. 


RECOMMENDATIONS 

To  ensure  that  Sojourner  Truth  Foster  Family  Services  Agency, 
Inc.,  does  not  bill  more  than  one  city  agency  for  the  same  costs,  we 
recommend  that  the  Department  of  Human  Services  require  the 
agency  to  take  the  following  steps  before  entering  a  contract  with 
any  city  department: 

■  Assign  unique  account  numbers  to  identify  expenses  associated 
with  different  contracts. 

■  Use  actual  expenses  instead  of  estimated  expenses  on  invoices 
to  recover  contract  funds  and  to  compare  periodically  the  total 
for  actual  contract  expenses  with  the  expenses  invoiced  for  the 
same  period. 

■  Keep  in  force  all  required  insurance  policies. 

We  conducted  this  review  according  to  generally  accepted 
government  auditing  standards.  We  limited  our  review  to  those 
areas  specified  in  the  audit  scope  section  of  this  report. 

Staff:  Bing  Julian-Mantegna,  Audit  Manager 
Deborah  Gordon 
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SOJOURNER  TRUTH  FOSTER  FAMILY  SERVICE  AGENCY,  INC. 
RESPONSE  TO  THE  AUDIT: 


Sojourner  Truth  Foster  Family  Service  Agency,  Inc. 

3450  Third  Street,  Bldg.  1-C,  San  Francisco,  CA  94124 
(415)  547-0662    Fax  (41=5)  647-8322 


February  12,  2003 

Edward  M.  Harrington 
City  Hall,  Room  316 
lDr.  Carlton  B.  Goodlett  Place 
San  Francisco,  CA,  94102 

Re:  Draft  Audit  Report  of  Sojourner  Truth  contract  expenditures 
Dear  Mr.  Harrington: 

We  are  writing  in  response  to  audit  report  #01083  dated  January  23, 2003. 

The  contract  for  Sojourner  Truth  Family  Resource  Center  was  under  funded,  We  relied 
on  the  promise  of  five  hundred  thousand  ($500,000)  for  the  contract  but  was  only  given 
four  hundred  and  thirteen  thousand,  two  hundred  and  eighty  five  ($413,285)-  In  order  to 
facilitate  the  services  to  the  community  substantial  in-kind  service  was  rendered  by 
Sojourner  Truth  Foster  Family  Service  Agency. 

1.  Under  funding  of  contract: 

A.  Alma  Jackson,  Executive  Officer  of  Sojourner  Truth  Foster  Family 
Service  Agency  had  repeated  meetings  with  Bill  Bettencourt,  prior 
Deputy  Director,  DHS  and  current  Executive  Director  Trent  Rhorer,  DHS 
to  discuss  program  shortfall.  We  also  lobbied  the  Board  of  Supervisors 
for  additional  funding  and  met  with  Supervisor  Sophia  Maxwell  our 
representative  for  Bayview  Hunters  Point  District. 

B.  Sojourner  Truth  was  promised  Targeted  Case  Management  (TCM)  funds 
that  we  did  not  receive  due  to  late  filing  by  the  City  and  County  of  San 
Francisco. 

C.  Programs  were  added  to  the  contract  without  additional  funding  which 
resulted  in  unrealistic  expectations  by  the  community  which  forced 
Sojourner  Truth  to  fulfill  the  obligation  without  adequate  resources.  We 
compensated  employees  for  the  coverage  of  these  additional  task  but  we 
were  not  reimbursed  by  the  contract. 
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2.  Invoicing: 

Historically  we  invoiced  in  1/12  increments  based  on  prior  contracts  manager 
John  Tsutakawa's  recommendation.  The  primary  reason  for  this  recommendation 
was  to  avoid  exhausting  funds  before  the  end  of  the  contract-  At  no  time  were  we 
told  that  there  was  a  problem  with  the  way  we  invoiced.  In  fact,  we  were 
complimented  on  our  billing  procedures.  Four  and  half  (41/2)  years  into  the 
contract  we  were  informed  by  Senior  Contracts  Manager  Kim  Fergison  that  our 
invoices  were  incorrect  and  should  be  based  on  actual  expenses. 

By  changing  the  billing  procedure  to  cost  reimbursement,  it  became  a  detriment  to 
the  agency.  We  were  not  paid  for  two  months  following  this  change  thus  we  were 
unable  to  meet  our  financial  obligations  to  our  vendors. 

3.  Underpayments 

Department  of  Human  Services  owed  Sojourner  Truth  Foster  Family  Service 
Agency  in  excess  of  $52,000  for  underpayments  during  the  same  period. 

Sojourner  Truth  Foster  Family  Service  agency  has  taken  the  following  corrective  action: 

A.  Unique  account  numbers  are  assigned  to  expenses  associated  with  different 
contracts  thus  avoiding  duplicate  billing. 

B.  All  insurance  policies  are  in  force 

C.  Payroll  taxes  are  nearly  current 

We  were  advised  by  Executive  Director  Trent  Rhorer  and  Director  of  Contracts  David 
Curto  that  the  contract  was  not  terminated  for  cause,  and  "this  would  not  affect  Sojourner 
Truth  Foster  Family  Service  Agency  receiving  future  contracts* 

If  you  have  questions  we  can  be  reached  at  (415)  647-0662. 


Sincerely, 


Alma  Jackson**/ 
Executive  Director 


cc:  Mayor 

Board  of  Supervisors 
Civil  Grand  Jury 
Budget  Analyst 
Public  Library 
KPMG  LLP 
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